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DOCKETEUUY i

DATE : October 11, 2007

S TAFF REP ORT FOR THE AP P LICATION OF VANCO DIRECT US A, LLC FOR
AP P ROVAL TO INF O R M THE COMMIS S ION OF A F INANC ING
TRANS ACTION FILED ON AP RIL 27 , 2007 . (DOCKET NOS . T-20404A-07-
0261 and T-20404A-05-0599)

Atta che d is  the  S ta ff Re port for the  a pplica tion of Va nco Dire ct US A, LLC for a pprova l
to inborn the  Commiss ion of a  fina ncing tra nsa ction. S ta ff re comme nds  conditiona l a pprova l of
the  requested authoriza tion.

Any Pa rty to this  proce dure  who wishe s  ma y file  comme nts  to the  S ta ff Re port with the
Colmniss ion's  Docke t Control by 4:00 p.m. on or be fore  October 22 , 2007.
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Origina tor: P e dro M. Cra ve s
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RE:
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S e rvice  Lis t for: Va s co Dire ct US A, LLC.
Docke t Nos . T-20404A-07-0261 e t a l

Mr. Be nja min Brons ton
3500 North Causeway Boulevard
Suite  1442
Me ta irie , Louis ia na  70002

Mr. Ernes t G. Johnson
Dire ctor, Utilitie s  Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington Street
Phoenix, Arizona  85007

Mr. Chris tophe r C. Ke e le y
Chie f Counse l, Le ga l Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington Street
Phoenix, Arizona  85007

Ms . Lyn Fa rme r
Chie f Adminis tra tive  La w Judge , He a ring Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington Street
Phoenix, Arizona  85007

T-20404A-07»0261 / T-20404A-05-0599



STAFF REPORT
UTILITIES DIVISION

ARIZONA CORPORATION COMMISSION

VANCO DIRECT USA, LLC.
DOCKET NOS. T-20404A-07-0261 and T-20-404A_05-0599

APPLICATION FOR APPROVAL
OF A FINANCING TRANSACTION

OCTOBER 11, 2007

T-20404A-07-02619 T-20404A-05-0599



S TAFF ACKNOWLEDGMENT

The  S ta ff Re port for Va s co Dire ct US A, LLC Docke t Nos . T-20404A-07-0_61 a nd
T-20404A-05-0599 is  the  re s pons ibility of the  S ta ff me mbe r lis te d be low: P e dro M. Cra ve s  is
re spons ible  for the  review and financia l ana lys is  of the  Company's  financing applica tion.
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PEDRO M. CHAVES
PUBLIC UTILITIES ANALYST II
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EXECUTIVE SUMMARY
VANCO DIRECT USA, LLC

DOCKET nos. T-20404A-07-0261 AND T-20404A_05-0599

Vasco Direct USA, LLC ("Vasco" or "Company") filed a notice of indebtedness with the
Ar izona  C or por a t ion C ommis s ion ( "C ommis s ion")  on Apr i l  27 ,  2007 ,  infonning t he
Commission of a financing transaction between Lloyds TSB Bank plc ("Lloyds Bank") and
Vanco.

Vasco is a Delaware limited liability Company with principal offices located in Chicago,
Illinois. Vanco currently has an application pending for approval of a Certificate of Convenience
and Necessity ("CC&N") to provide resold long distance telecommunications services and resold
local exchange telecommunications services under Docket No. T-20404A-05~0599.

On June 5, 2007, a procedural order consolidated the CC&N Application and the notice
of indebtedness.

The purpose of the Company's financing transaction is to enable Vasco to achieve better
liquidity and capitalization. In the financing transaction, Lloyds Bank will provide Vanco the
sum of 100 million pound sterling (approximately $200 million) which will be secured by the
guarantee of Vanco,  a  secur ity interest  in the Company's  assets  and a  pledge of Vanco's
membership interests.

Staff concludes that a pledge of the Company's assets would not impair the availability of
service to customers since the Company provides competitive services that are available from
alternate service providers. However, customers may still have exposure to losses to the extent
t hey ha ve p r epa id for  s er vice or  ma de depos i t s . Accordingly,  any author iza t ion for
encumbrances should provide customer protection for prepayments and deposits.

Staff recommends that the Commission authorize the Company's request to encumber its
assets in the State of Arizona pursuant to the Credit Agreement subj et to the condition that all
Arizona customer deposits and prepayments, if any, be excluded from encumbrance, or in the
alternative,  be secured by a bond or an irrevocable sight draft letter  of credit  which is not
included in the pledged collateral.

T-20404A»07-02615 T-20404A-05~0599
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In tro d u c tio n

On April 27, 2007, Va nco Dire ct US A, LLC ("Va s co" or "Compa ny") file d a  notice  of
inde b te dne s s  with  the  Arizona  Corpora tion  Commis s ion  ("Commis s ion"), inborn ing  the
Commis s ion of a  fina ncing tra ns a ction be twe e n Lloyds  TS B Ba nk plc ("Lloyds  Ba nk") a nd
Vanco.

Background

Va s co is  a  De la wa re  limite d lia bility Compa ny with principa l office s  loca te d a t 200 S .
Wa lke r Drive , S uite  1600, Chica go, Illinois .

The  Compa ny curre ntly ha s  a n a pplica tion pe nding for a pprova l of a  Ce rtifica te  of
Conve nie nce  a nd Ne ce s s ity ("CC&N") to provide  re s old long dis ta nce  te le communica tions
se rvice s  a nd re sold loca l e xcha nge  te le communica tions  se rvice s  unde r Docke t No. T-20404A-
05-0599 ("CC&N Applica tion").

On June  5, 2007, a  procedura l orde r consolida ted the  CC&N Applica tion and the  notice
of indebtedness.

P urpos e  a nd De s cription of the  Fina ncing Tra ns a ction

The  purpose  of the  Company's  transaction is  to enable  Vasco to achieve  be tte r liquidity
and capita liza tion.

In the  fina ncing tra ns a ction, Lloyds  Ba nk will provide  Va nco the  s um of 100 million
pound s te rling (approxima te ly $200 million) which will be  secured by the  gua rantee  of Vanco, a
security interest in the  Company's  asse ts  and a  pledge  of Vasco's  membership interests .

Financ ia l Ana lys is

In the  ins ta nce  of utilitie s  providing s e rvice  to ca ptive  cus tome rs  in a  non-compe titive

the  debt is suance  is  within the  corpora te  Powers  of the  Company, is  compa tible  with the  public
inte re s t, with s ound fina ncia l pra ctice s  a nd with the  prope r pe rforma nce  by the  Compa ny of
s e rvice  a s  a  public s e rvice  corpora tion a nd will not impa ir its  a bility to pe rform tha t s e rvice .

communica tion se rvice  whose  fa cilitie s  a re  a lso use d in inte rs ta te  comme rce  a re  e xe mpt from
a pplica tion of the  s ta tute . S ta ff finds  tha t the  Compa ny s a tis fie s  the  crite ria  for e xe mption of

The  Company reques ts  authoriza tion to pledge  a sse ts  a s  security for the  debt issuance .
An Arizona  s ta tue  re quire s  public s e rvice  corpora tions  to obta in Commiss ion a uthoriza tion to

T-20404A-07-0261, T-20404A-05-0599
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encumber ce rta in utility a sse ts .1 The  s ta tute  se rve s  to protect captive  cus tomers  from a  utility's
act to dispose  of any of its  asse ts  tha t a re  necessary for the  provis ion of se rvice , thus , it se rves  to
preempt any se rvice  impa irment due  to disposa l of a sse ts  e ssentia l for providing se rvice . In this
ins ta nce , a  ple dge  of the  Compa ny's  a s s e ts  s hould not impa ir the  a va ila bility of s e rvice  to
cus tome rs  s ince  the  Compa ny provide s  compe titive  s e rvice s  tha t a re  a va ila ble  from a lte rna te
se rvice  provide rs . However, cus tomers  may s till have  exposure  to losses  to the  extent they have
pre pa id for s e rvice  or ma de  de pos its . The re fore , a ny a uthoriza tion for e ncumbra nce s  s hould
provide  customer protection for prepayments  and deposits .

Conclusion and Recommendations

Sta ff concludes  tha t a  pledge  of the  Company's  a sse ts  would not impa ir the  ava ilability of
se rvice  to cus tome rs  s ince  the  Compa ny provide s  compe titive  se rvice s  tha t a re  a va ila ble  from
a lte rna te  se rvice  provide rs . However, cus tomers  may s till have  exposure  to losse s  to the  extent
they have  prepa id for se rvice  or made  deposits . Accordingly, any authoriza tion for encumbrance
should provide  customer protection for prepayments  and deposits .

S ta ff re comme nds  tha t the  Commiss ion a uthorize  the  Compa lly's  re que s t to e ncumbe r
the ir a sse ts  in the  S ta te  of Arizona  subj e t to the  condition tha t a ll Arizona  customer deposits  and
prepayments , if any, be  excluded from encumbrance , or in the  a lte rna tive , be  secured by a  bond
or an irrevocable  s ight dra ft le tte r of credit which is  not included in the  pledged colla te ra l.

S ta ff furthe r recommends  authorizing the  Company to engage  in any transaction and to
execute  any documents necessary to effectuate  the authorizations granted.

S ta ff furthe r re comme nds  tha t the  Compa ny file  with Docke t Control within 60 da ys  of
the  execution of any financing transaction authorized here in.

T-20404A-07-02617 T-20404A-05-0599


